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JAMES HATFIELD

DIRECT TESTIMONY

PLEASE STATE YOUR NAME POSITION BY WHOMYOU ARE EMPLOYED AND BUSINESS ADDRESS

MY NAME IS JAMES HATFIELD AM SENIOR VICE PRESIDENT AND CHIEF FINANCIAL OFFICER OF

OKLAHOMAGAS AND ELECTRIC COMPANY OGE OR THE COMPANYMY BUSINESS ADDRESS IS

321 HARVEY AVE OKLAHOMACITY OKLAHOMA73101

PLEASE SUMMARIZE YOUR EDUCATION AND PROFESSIONAL QUALIFICATIONS

RECEIVED BACHELOR OF SCIENCE DEGREE IN BUSINESS ADMINISTRATION WITH FUNCTIONAL

MAJOR IN ACCOUNTING FROM CENTRAL MISSOURI STATE UNIVERSITY AND MASTERS IN BUSINESS

ADMINISTRATION WITH CONCENTRATION IN FINANCE FROM THE UNIVERSITY OF MISSOURI KANSAS

10 CITY HAVE WORKED IN THE UTILITY BUSINESS FOR OVER TWENTY YEARS PRIOR TO JOINING OGE

11 WORKED FOR UTILICORP UNITED INC OF KANSAS CITY MISSOURI UTILICORP FROM 1980

12 THROUGH 1994 HELD VARIOUS POSITIONS WITH UTILICORP INCLUDING THE POSITION OF ASSISTANT

13 TREASURER FROM 1988 TO 1993 DURING THE PERIOD JANUARY THROUGH AUGUST OF 1994 WAS

14 VICE PRESIDENT INVESTOR RELATIONS AND CORPORATE SECRETARY FOR AQUILA GAS PIPELINE

15 CORPORATION OF SAN ANTONIO TEXAS AN EIGHTYTWO PERCENT OWNEDSUBSIDIARY OF UTILICORP

16 IN AUGUST 1994 JOINED OGEBEFORE ASSUMING MY CURRENT RESPONSIBILITIES WAS VICE

17 PRESIDENT AND TREASURER OF THE COMPANY HAVE HELD MY CURRENT POSITION OF SENIOR VICE

18 PRESIDENT AND CHIEF FINANCIAL OFFICER SINCE NOVEMBER 1999 IN MY PRESENT POSITION

19 HAVE EXECUTIVE MANAGEMENT RESPONSIBILITY FOR ALL ACCOUNTING AND FINANCIAL FUNCTIONS AT

20 OGE



HAS THE OKLAHOMA CORPORATION COMMISSION COMMISSION PREVIOUSLY ACCEPTED

YOUR PROFESSIONAL QUALIFICATIONS

YES

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING

WILL DISCUSS THE RELIEF THAT THE COMPANY SEEKS AND REQUIRES WITH RESPECT TO OUR PENDING

ACQUISITION OF 627 MWINVESTMENT IN AN EXISTING 1230 MWGASFIRED COMBINEDCYCLE

POWER GENERATION FACILITY LOCATED IN LUTHER OKLAHOMA ALSO DISCUSS THE PROPER

ACCOUNTING TREATMENT FOR THE TRANSACTION FURTHER ILLUSTRATE THE POTENTIALLY HARMFUL

10 FINANCIAL IMPLICATIONS TO OGE SHOULD THE COMPANY PROCEED WITH THE ACQUISITION WHEN

11 SUFFICIENT RELIEF IS NOT GRANTED BY THE COMMISSION AND EXPLAIN THE RELATED INCREASE IN RISK

12 POTENTIAL DECREASE IN EARNINGS AND EROSION TO CASH FLOW FOR THE COMPANY SHAREHOLDERS

13

14 HOWIS YOUR TESTIMONY ORGANIZED

15 MY TESTIMONY IS ORGANIZED INTO THE FOLLOWING EIGHT SECTIONS

16 SECTION INTRODUCTION

17 SECTION II CONTEXT OF TRANSACTION

18 SECTION III RELIEF REQUESTED

19 SECTION IV ACCOUNTING TREATMENT

20 SECTION RECOVERY RIDER

21 SECTION VI FINANCIAL ANALYSIS

22 SECTION VII FINANCIAL COMMUNITY PERSPECTIVE

23 SECTION VIII REGULATORY TREATMENT



SECTION INTRODUCTION

PLEASE BRIEFLY DESCRIBE THE TRANSACTION WHICH IS THE SUBJECT OF THIS APPLICATION

IN JANUARY OF THIS YEAR OKLAHOMA GAS AND ELECTRIC COMPANY OGE ENTERED INTO

PURCHASE AND SALE AGREEMENT PSA AN ASSET PURCHASE AGREEMENT APA AND

REDBUD GENERATING FACILITY OWNERSHIP AND OPERATING AGREEMENT OO THROUGH

THESE AGREEMENTS OGE OKLAHOMA MUNICIPAL POWERAUTHORITY OMPA AND GRAND

RIVER DAM AUTHORITY GRDA AGREED TO JOINTLY ACQUIRE 100 OF THE ASSETS OF REDBUD

ENERGY LP REDBUD FROM REDBUD ENERGY LLC REDBUD ENERGY II LLC AND REDBUD

ENERGY III LLC

10 REDBUD CONSISTS OF 1230 MWGASFIRED COMBINEDCYCLE POWER GENERATION FACILITY

11 FACILITY LOCATED IN LUTHER OKLAHOMA AFTER CLOSING THE PURCHASE OF 100 OF REDBUD

12 THROUGH THE PSA OGE PLANS TO SELL UNDIVIDED INTERESTS OF ALL THE ASSETS OF REDBUD TO

13 OMPA AND GRDA PURSUANT TO THE APA SUCH THAT OGE OMPA AND GRDA WILL OWN

14 THE FACILITY AS TENANTS IN COMMONAT THE PERCENTAGE OF FIFTYONE PERCENT 51 THIRTEEN

15 PERCENT 13 AND THIRTYSIX PERCENT RESPECTIVELY THUS LEAVING OGE WITH AN

16 APPROXIMATE 627 MWINTEREST IN THE FACILITY

17 PURSUANT TO THE OOOGEWILL BE OPERATIONS MANAGER FOR THE FACILITY

18

19 WHAT IS THE PURCHASE PRICE OF THE FACILITY

20 THE BASE PURCHASE PRICE TO BE PAID BY OGE FOR THE FACILITY IS 852000000 THE BASE

21 PURCHASE PRICE AT CLOSING WILL BE INCREASED OR DECREASED PURSUANT TO THE PROVISIONS OF THE

22 PSA FOR CHANGES TO ADJUSTED NET WORKING CAPITAL CERTAIN ORDINARY AND RECURRING ITEMS AND

23 CHANGES TO THE VALUE OF REDBUDS UNDEPRECIATED INVENTORY AFTER CLOSING OF THE PSA



OGE WILL RECEIVE 36 AND 13 OF THE TOTAL PURCHASE PRICE FROM GRDA AND OMPA

RESPECTIVELY THEREFORE OGE INVESTMENT IN THE FACILITY WILL BE 434520000

852000000 51 434520000 PLUS OR MINUS 51 OF THE AGGREGATED

ADJUSTMENTS MADE AT CLOSING

SECTION II CONTEXT OF TRANSACTION

PLEASE BEGIN BY GENERALLY HIGHLIGHTING OGES VIEW OF WHAT THIS CASE IS ABOUT

THIS CASE IS SPECIFICALLY ABOUT PREAPPROVAL FOR THE PURCHASE OF THE REDBUD GENERATING

FACILITY HOWEVER IT IS IMPORTANT TO RECOGNIZE THAT REDBUD IS COMPONENT OF MUCH

10 BROADER PLAN TO SUPPORT THE STATES GROWING ECONOMY OGE IS FOCUSED ON PROVIDING

11 AMPLE RELIABLE AND SAFE ELECTRIC POWER FOR ITS CUSTOMERS IN OKLAHOMA SO THAT OUR STATE CAN

12 FULFILL ITS ECONOMIC POTENTIAL TO CONTINUE THIS SERVICE OGE WILL REQUIRE NEW

13 GENERATION SUBSTANTIAL ADDITIONAL INVESTMENT IN ELECTRIC INFRASTRUCTURE AND INVESTMENT IN

14 ENVIRONMENTAL UPGRADES

15 THE COMMISSION MAY RECALL THAT THE COMPANY OUTLINED THE NEEDS TO SHORE UP OVERALL

16 SYSTEM RELIABILITY IN CAUSE NO PUD 200500151 THE NEW GENERATION REQUIREMENTS ARE

17 DESCRIBED IN DETAIL IN OGES INTEGRATED RESOURCE PLAN FINALLY IN KEEPING WITH OUR

18 ONGOING COMMITMENT TO CLEAN ENVIRONMENT OGE CONTINUALLY EVALUATES ITS EXISTING

19 POWER PLANTS TO BE SURE THE COMPANY MAINTAINS COMPLIANCE WITH ALL GOVERNMENT

20 ENVIRONMENTAL STANDARDS THIS COMBINED EFFORT WILL REQUIRE SIGNIFICANT ADDITIONAL CAPITAL

21 INVESTMENT AS WELL



TO MEET THESE REQUIREMENTS OGEHAS DEVELOPED CAPITAL INVESTMENT PROGRAM THAT WILL

BENEFIT OUR STATES ECONOMY AND ITS PEOPLE FOR YEARS TO COME REDBUD HAS BECOME KEY

COMPONENT OF THE COMPANYS6YEAR 30 BILLION CONSTRUCTION INITIATIVE

DO OGE AND ITS CUSTOMERS HAVE SIMILAR OBJECTIVES WITH RESPECT TO THE SUPPLY OF

ELECTRICITY TO OKLAHOMA

YES OGE BELIEVES THAT IT IS IN PARTNERSHIP WITH ITS CUSTOMERS WITH RESPECT TO ENSURING

THAT ELECTRICITY IS PROVIDED IN RELIABLE SAFE AND COSTEFFICIENT MANNER IF THIS OBJECTIVE IS

ATTAINED THEN THE CUSTOMERS RECEIVE RELIABLE AND SAFE SERVICE AT JUST AND REASONABLE PRICES

10 WHEN THE COMPANY IS ABLE TO PROVIDE ELECTRICITY AS EFFICIENTLY AS POSSIBLE ITS SHAREHOLDERS

11 SHOULD HAVE THE OPPORTUNITY TO EARN REASONABLE RETURN ON THEIR INVESTMENT

12

13 IS OKLAHOMA ALONE IN FACING MAJOR INVESTMENT REQUIREMENTS IN THE FUTURE

14 NO ACCORDING TO THE DEPARTMENT OF ENERGYS ENERGY INFORMATION ADMINISTRATION THE

15 UNITED STATES WILL EXPERIENCE 45 PERCENT INCREASE IN DEMAND FOR ELECTRICITY FROM 38

16 TRILLION KILOWATT HOURS TO 55 TRILLION BETWEEN 2005 AND 2030 IN FACT IN OGE SERVICE

17 TERRITORY WE ESTIMATE THERE WILL BE 25 PERCENT INCREASE IN DEMAND FOR ELECTRICITY

18 THROUGH 2017 WHICH REQUIRES ADDITIONAL INVESTMENT IN GENERATION FACILITIES

19 AT THE SAME TIME THE ENTIRE COUNTRY IS FACING AN AGING ELECTRIC INFRASTRUCTURE AND

20 CONCOMITANT THREAT TO SYSTEM RELIABILITY OUR WAY OF LIFE DEPENDS ON ROBUST AND RELIABLE

21 POWER SYSTEM UPDATING OUR ELECTRIC SYSTEM INFRASTRUCTURE AS WELL AS INCREASING OUR

22 GENERATING CAPABILITY IS CRITICAL HOWEVER THE INCREASE IN GENERATING CAPABILITY MUST BE

23 ACCOMPLISHED WITH SENSITIVITY TO INCREASING ENVIRONMENTAL STANDARDS NEW POLLUTION



CONTROL TECHNOLOGIES GIVE US THE OPPORTUNITY TO MEET OKLAHOMAS POWER NEEDS WHILE ALSO

SAFEGUARDING THE ENVIRONMENT FORTUNATELY OKLAHOMA IS BETTER POSITIONED THAN MOST

STATES TO DEAL WITH THESE CHALLENGES

PLEASE EXPLAIN

THE COMMISSION AND THE OKLAHOMA LEGISLATURE HAVE TAKEN INNOVATIVE ACTION IN RECENT

YEARS TO ENCOURAGE THE DEVELOPMENT OF PLENTIFUL SUPPLY OF ELECTRICITY TO MEET

OKLAHOMA INCREASING DEMAND BECAUSE OF THE ACTIONS OF THE OKLAHOMA LEGISLATURE AND

THE COMMISSION OGE IS ABLE TO UTILIZE PREAPPROVAL PROCESS THAT IS NOT AVAILABLE TO

10 UTILITIES IN MANY OTHER STATES

11

12 YOU MENTIONED THAT THE COMPANY INTENDS TO INVEST APPROXIMATELY 30 BILLION OVER

13 THE NEXT SIX YEARS WHAT ARE THE KEY ELEMENTS OF THE 6YEAR CONSTRUCTION INITIATIVE

14 IN CHART ON THE FOLLOWING PAGE PRESENT DIAGRAM OF THE VARIOUS ELEMENTS IN THE

15 CAPITAL EXPENDITURES BUDGET FOR 20082013 AS YOU CAN SEE THE 6YEAR CONSTRUCTION

16 INITIATIVE CONSISTS OF THREE PRIMARY CATEGORIES
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FIRST OGE PROPOSES TO PURCHASE 51 OWNERSHIP INTEREST IN THE REDBUD FACILITY AND

INVEST IN ITS SHARE OF REQUIRED TRANSMISSION UPGRADES IF ANY THE DEMAND FOR ELECTRICITY ON

THE OGE SYSTEM IS ESTIMATED TO GROW AT RATE OF ABOUT 21 ANNUALLY OVER THE NEXT

DECADE AS OGL WITNESSES JESSE LANGSTON AND LEON HOWELL WILL DESCRIBE IN MORE

DETAIL WE PROJECT THE NEED FOR MORE CAPACITY IN THE 2009 2012 TIMEFRAME AND REDBUD

HELPS MEET THAT NEED

SECOND OGL WILL CONTINUE TO AGGRESSIVELY INVEST IN ITS INFRASTRUCTURE OVER THE PAST

10 SEVERAL YEARS THE COMPANY HAS SIGNIFICANTLY INCREASED CAPITAL INVESTMENT IN ITS

INFRASTRUCTURE TRANSFORMERS POLES CABLE ETC BY INCREASING INVESTMENT AND PROACTIVELY

12 PRIORITIZING AND ADDRESSING ISSUES OGF HAS INCREASED RELIABILITY AND REDUCED CUSTOMER



INCONVENIENCE HOWEVER THE LEVEL OF INVESTMENT IN THIS AREA WILL CONTINUE TO GROW AS

OGES EXISTING INFRASTRUCTURE AGES AND AS THE COMPANY MEETS THE REQUIREMENTS OF

GROWING DEMAND

THIRD DURING THE COURSE OF THE 6YEAR CONSTRUCTION INITIATIVE OGE WILL ADD AIR EMISSION

CONTROL EQUIPMENT TO SOME OF THE COMPANYS EXISTING POWER PLANTS SUCH EQUIPMENT

REDUCES THE LEVELS OF EMISSIONS SUCH AS SULFUR DIOXIDE NITROGEN OXIDE AND MERCURY

INSTALLATION OF THIS EQUIPMENT WILL BRING THE COMPANY INTO COMPLIANCE WITH INCREASINGLY

STRINGENT FEDERAL CLEAN AIR EMISSION STANDARDS AND WILL ENABLE OGE CUSTOMERS TO

CONTINUE TO HAVE ACCESS TO THE BENEFITS OF LOWCOST COAL AS GENERATING FUEL

10

11 ARE THERE ANY OTHER INVESTMENTS OGECOULD UNDERTAKE IN THE NEAR FUTURE

12 YES THERE ARE SEVERAL INVESTMENTS OGEHOPES TO UNDERTAKE THAT ARE NOT YET INCLUDED IN

13 THE BUDGETED 6YEAR CONSTRUCTION INITIATIVE THAT COULD INCREASE OUR CAPITAL EXPENDITURES TO

14 AN AMOUNT SIGNIFICANTLY ABOVE 30 BILLION FOR THIS PERIOD

15 OGE WILL PARTICIPATE IN THE COMPETITIVE BIDDING PROCESS FOR THE 600 MWOF WIND

16 ANNOUNCED BY THE COMPANY IN 2007 ADDITIONALLY TRANSMISSION FACILITIES WILL BE REQUIRED

17 TO CONNECT ANY WIND GENERATION IN WESTERN OKLAHOMA TO THE GRID AND DELIVER IT TO LOAD

18 CENTERS THROUGHOUT OKLAHOMA OGE STANDS READY TO INVEST IN THOSE PROJECTS FINALLY THE

19 COMMISSION IS CURRENTLY STUDYING THE EFFECTS OF THE DECEMBER 2007 ICE STORM AND THE

20 POSSIBILITY OF MOVING ELECTRIC LINES UNDERGROUND THE COMPANY MAY NEED TO INVEST IN

21 THESE TYPES OF PROJECTS AS WELL WHEN IT IS DETERMINED HOW MUCH OGE WILL INVEST IN

22 THESE AREAS OVER THE NEXT SIX YEARS THE 30 BILLION BUDGET WILL BE INCREASED



HAS THE COMPANY TAKEN STEPS TO HOLD DOWNCOSTS

THROUGHOUT ITS HISTORY AND ESPECIALLY FOR THE PAST 20 YEARS OGEHAS WORKED HARD TO

STREAMLINE ITS OPERATIONS LIKE MANY CORPORATIONS WE HAVE LEARNED TO DO MORE WITH LESS

BY IMPLEMENTING NEW TECHNOLOGY AND IMPROVING OUR PROCESSES WE HAVE BEEN ABLE TO

REDUCE OUR WORK FORCE TO HALF ITS 1987 SIZE WE HAVE ELIMINATED FACILITIES ACROSS OUR

SERVICE TERRITORY WITHOUT AFFECTING SERVICE QUALITY THESE EFFICIENCIES HAVE ALLOWED US TO

MAINTAIN RELIABLE LOW COST SERVICES TO OUR CUSTOMERS MORE ECONOMICALLY WHILE THE

AVERAGE OGECUSTOMERS USAGE HAS INCREASED MORE THAN 24 IN THIS 20YEAR PERIOD THE

AVERAGE NONFUEL COST OF RESIDENTIAL KILOWATT HOUR IN 2007 IS LESS THAN IT WAS IN 1987 IN

10 FACT WE HAVE HAD NINE RATE DECREASES OVER THE PAST 20 YEARS COMPARED TO ONLY ONE RATE

11 INCREASE DURING THAT TIME

12

13 HOWDO OGES RATES COMPARE TO OTHER ELECTRIC UTILITIES

14 ACCORDING TO EDISON ELECTRIC INSTITUTE TYPICAL BILLS AND AVERAGE RATES REPORT

15 SUMMER 2007 THE COMPANYS RATES ARE APPROXIMATELY 28 LOWER THAN THE NATIONAL

16 AVERAGE 17 LOWERTHAN THE REGIONAL AVERAGE AND LOWER THAN THE STATE OF OKLAHOMA

17 AVERAGE COST OF ELECTRICITY THIS COMPARISON WAS BASED ON WHAT CUSTOMERS PAID FOR

18 ELECTRICITY DURING THE 12MONTH PERIOD ENDING JUNE 30 2007 OGE WITNESS ROGER

19 WALKINGSTICK ADDRESSES THIS RATE COMPARISON IN HIS TESTIMONY



SECTION III RELIEF REQUESTED

WHAT RELIEF IS OGE REQUESTING OF THE COMMISSION IN THIS PROCEEDING

THE COMPANY IS REQUESTING THE COMMISSION TO ISSUE AN ORDER THAT INCLUDES THE FOLLOWING

FINDINGS OGES DECISION TO PURCHASE 51 INTEREST IN REDBUD IS PRUDENT II THE

GENERATION FACILITY IS USED AND USEFUL UPON CLOSING THE TRANSACTION III AUTHORIZATION OF

RIDER TO RECOVER REDBUDS ANNUAL REVENUE REQUIREMENT UNTIL OGES NEXT RATE CASE IS

COMPLETED AND NEW RATES IMPLEMENTED AND IV THE FULL INVESTMENT OR PURCHASE PRICE

RETURN ON AND AMORTIZATION FOR TRANSACTION COSTS OPERATION AND MAINTENANCE EXPENSES

DEPRECIATION AND AD VALOREM TAXES RELATED TO REDBUD SHALL BE INCLUDED IN THE COMPANYS

10 COST OF SERVICE IN ITS NEXT RATE CASE MY TESTIMONY EXPLAINS IN MORE DETAIL THE REQUESTED

11 RELIEF IN THIS PROCEEDING

12

13 WILL THE INVESTMENT THAT OGESEEKS RECOVERY FOR INCLUDE TRANSACTION COSTS

14 YES OGE SEEKS TO INCLUDE ITS PROJECTED TRANSACTION COSTS OF 38 MILLION AS PART OF THE

15 COMPANYS TOTAL RATE BASE INVESTMENT FOR THE FACILITY TO COMPLY WITH FINANCIAL

16 ACCOUNTING STANDARDS THESE TRANSACTION COSTS SHOULD BE INCLUDED ON THE BALANCE SHEET AS

17 REGULATORY ASSET AND NOT AS PART OF THE PLANT INVESTMENT THESE COSTS WILL INCREASE THE

18 COMPANYS INVESTMENT IN RATE BASE FOR REDBUD TO APPROXIMATELY 4383 MILLION

19 THE TRANSACTION COSTS INCLUDE EXPENSES FOR FINANCIAL ADVISORS ATTORNEYS ENGINEERS OTHER

20 CONSULTANTS AND MISCELLANEOUS OTHER FEES AND EXPENSES THESE SERVICES AND COSTS WERE

21 NECESSARY COMPONENT IN FACILITATING THE ACQUISITION OF THE REDBUD FACILITY THE TRANSACTION

OGE MAY BE REQUIRED TO INVEST IN TRANSMISSION PLANT IN ORDER TO FACILITATE DELIVERY OF ELECTRICITY FOR REDBUD OR

POSSIBLY FOR TRANSMISSION INVESTMENTS REQUIRED BY FERC THE COMPANY IS NOT PROPOSING TO RECOVER ANY

TRANSMISSION COSTS THROUGH THE RECOVERY RIDER HOWEVERTHOSE INVESTMENTS WILL BE INCLUDED IN THE COST OF SERVICE FOR

THE NEXT RATE CASE FILED BY OGETHESE POTENTIAL INVESTMENTS ARE DISCUSSED LATER IN MY TESTIMONY

10



COSTS WERE PRUDENTLY INCURRED AND SHOULD BE RECOVERABLE THROUGH OGES ELECTRIC RATES

THEREFORE OGE SEEKS RECOVERY THROUGH THE RIDER AND PERMANENT RATES FOR THE

TRANSACTION COSTS AS COMPONENT OF ITS RATE BASE

WHY DOES OGESEEK THE ABOVE RELIEF PRIOR TO THE PURCHASE OF REDBUD

REDBUD IS ONLY ONE COMPONENT OF OGE CAPITAL INVESTMENT INITIATIVE DISCUSSED ABOVE

IN MY TESTIMONY AS STATED EARLIER OVER THE NEXT SIX YEARS OGE EXPECTS TO INVEST AT

LEAST 30 BILLION IN RELIABILITY INCLUDING INFRASTRUCTURE UPGRADES AND NEW GENERATION AS

WELL AS MANDATED ENVIRONMENTAL PROJECTS THESE CAPITAL EXPENDITURES ARE REQUIRED TO

10 MAINTAIN SAFE AND RELIABLE SERVICE FOR EXISTING CUSTOMERS AS WELL AS THE DEMANDS OF FUTURE

11 CUSTOMERS FOR ELECTRICITY CREATED BY ECONOMIC GROWTH IN OUR SERVICE AREA

12 WITHOUT CONSIDERING THE POTENTIALLY SIGNIFICANT ADDITIONAL INVESTMENTS IN WIND GENERATION

13 NEW TRANSMISSION LINES AND UNDERGROUND FACILITIES THIS 30 BILLION IN BUDGETED CAPITAL

14 EXPENDITURES FAR EXCEEDS OGE HISTORICAL CAPITAL EXPENDITURE LEVELS EVEN THOSE IN THE

15 LATE 1970S AND EARLY 1980S WHEN THE COMPANY WAS BUILDING ITS EXISTING COAL UNITS THE

16 COMPANYS ABILITY TO ENSURE LONGTERM RELIABILITY AND MEET FEDERAL AND STATE

17 ENVIRONMENTAL STANDARDS DEPENDS ON WHETHER OGE CAN ADEQUATELY ACCESS THE CAPITAL

18 MARKETS AND TIMELY RECOVER THE COST OF THESE INVESTMENTS THE COMPANY IS REQUESTING

19 PREAPPROVAL FOR THE PURCHASE OF AND RECOVERY FOR REDBUD COSTS IN ORDER TO MAINTAIN

20 OGE ABILITY TO ACCESS THE CAPITAL MARKETS ON EFFICIENT TERMS AND II PROVIDE

21 REASONABLE EARNINGS FOR SHAREOWNERS

11



SECTION IV ACCOUNTING TREATMENT

WHAT IS THE ACCOUNTING TREATMENT FOR THE TRANSACTION COSTS INCURRED FOR THE

ACQUISITION OF REDBUD

AS DISCUSSED PREVIOUSLY OGE EXPECTS TO INCUR TRANSACTION COSTS OF APPROXIMATELY

38 MILLION FOR THE ACQUISITION OF REDBUD OGE SEEKS TO RECORD ITS TRANSACTION COSTS IN

COMMISSIONAUTHORIZED REGULATORY ASSET AND AMORTIZE THE REGULATORY ASSET OVER THE

REMAINING DEPRECIABLE LIFE OF THE FACILITY OGE SEEKS RECOVERY FOR THE RETURN ON THE

UNAMORTIZED BALANCE OF AND AMORTIZATION EXPENSE FOR THE REGULATORY ASSET IN THE RIDER AND

SUBSEQUENTLY THROUGH PERMANENT RATES

10

11 DOES OGEBELIEVE THE FEDERAL ENERGY REGULATORY AGENCY FERC MAY REQUIRE

12 THE COMPANY TO RECORD AN ACQUISITION ADJUSTMENT FOR THE PURCHASE OF THE REDBUD

13 FACILITY

14 OGE BELIEVES THE PROPER ACCOUNTING TREATMENT IS TO RECORD THE ASSET AT ITS PURCHASE

15 PRICE HOWEVER THE COMPANY MAY BE REQUIRED BY FERC TO RECORD THE AMOUNT PAID ABOVE

16 ORIGINAL COST LESS ACCUMULATED DEPRECIATION AS AN ACQUISITION ADJUSTMENT THAT ACCOUNTING

17 TREATMENT MAY BE REQUIRED PURSUANT TO RECENT FERC ORDER

18

19 IS THE BASE PURCHASE PRICE FOR THE REDBUD FACILITY GREATER THAN ORIGINAL COST LESS

20 ACCUMULATED DEPRECIATION

21 YES OGES INVESTMENT IN REDBUD WILL BE APPROXIMATELY 4350 MILLION OGES 51

22 SHARE OF REDBUDS BOOK VALUE AT THE CLOSING BASED ON ORIGINAL COST LESS ACCUMULATED

23 DEPRECIATION IS EXPECTED TO BE APPROXIMATELY 2860 MILLION THEREFORE OGE SHARE

PLEASE SEE FERC ORDER IN DOCKET NO ECO73 1000 ISSUED FEBRUARY 2007

12



OF THE PURCHASE PRICE IS APPROXIMATELY 1490 MILLION 4350 MILLION 2860 MILLION

1490 MILLION GREATER THAN ORIGINAL COST LESS ACCUMULATED DEPRECIATION

IF OGE IS REQUIRED TO RECORD 1490 MILLION AS AN ACQUISITION ADJUSTMENT SHOULD

THE COMMISSION ALLOW THE FULL PURCHASE PRICE OF 4350 MILLION IN RATE BASE

YES OGE WITNESSES MR JESSE LANGSTON MR LEON HOWELL AND MR JOHN REED

HAVE COLLECTIVELY DEMONSTRATED THAT THE ACQUISITION OF AND PURCHASE PRICE FOR THE REDBUD

FACILITY WAS PRUDENTLY DETERMINED AND NEGOTIATED SPECIFICALLY THESE WITNESSES CLEARLY

EXPLAIN THAT

10 OGES RESOURCE PLANNING ANALYSES SUPPORT DECISION TO ACQUIRE 51

11 INTEREST IN THE REDBUD FACILITY BECAUSE IT IS PART OF THE LOWEST REASONABLE COST

12 PORTFOLIO WHEN TAKING INTO ACCOUNT RELIABILITY OF SUPPLY CAPACITY MARKET RISKS AND

13 CONSTRUCTION COST RISK

14 OGES BUSINESS RATIONALE AND DECISIONMAKING PROCESS EMPLOYED DURING THE

15 BID AND NEGOTIATION PROCESS WAS THOROUGH AND COMPREHENSIVE AND CONDUCTED AT

16 ARMSLENGTH

17 OGES CUSTOMERS WILL ENJOY SIGNIFICANT BENEFITS FROM THE COMPANY ACQUIRING

18 CONTROLLING INTEREST IN REDBUD AND

19 THE PURCHASE PRICE PAID FOR REDBUD IS REASONABLE BASED ON DCF ANALYSIS

20 CURRENT CONSTRUCTION COST ANALYSIS AND COMPARABLE TRANSACTION

21 ANALYSIS

22 EVEN IF OGE IS REQUIRED TO RECORD 1490 MILLION AS AN ACQUISITION ADJUSTMENT THE

23 COMPANY HAS DEMONSTRATED THAT THE AMOUNT PAID WAS REASONABLE AND LESS THAN NEW

13



CONSTRUCTION COST AND OTHER OPTIONS THAT IS IF THE COMPANY HAD DECIDED TO CONSTRUCT

PLANT COMPARABLE TO THE PROPOSED INVESTMENT IN REDBUD THE COSTS WOULD HAVE BEEN

GREATER THAN THE PURCHASE PRICE AGREED TO

DOES OGE NEED TO BE AUTHORIZED TO RECOVER ANY RECORDED ACQUISITION ADJUSTMENT

THROUGH THE PROPOSED RIDER AND SUBSEQUENTLY THROUGH PERMANENT RATES

YES NO MATTER WHAT ACCOUNTING TREATMENT FERC AUTHORIZES OGE SIMPLY CANNOT LOSE

AN OPPORTUNITY TO RECOVER AN INVESTMENT OF 1490 MILLION IN UTILITY PLANT THE IMPACT TO

SHAREHOLDER EQUITY WOULD BE TOO SIGNIFICANT TO ENDURE AND THEREFORE IT WOULD NOT BE

10 PRUDENT BUSINESS DECISION TO PROCEED WITH THE TRANSACTION UNDER THAT CIRCUMSTANCE

11 THEREFORE THE COMPANY NEEDS THE COMMISSION ORDER TO SPECIFICALLY AUTHORIZE THE

12 RECOVERY OF THE ACQUISITION ADJUSTMENT THROUGH THE RIDER AND SUBSEQUENTLY THROUGH

13 PERMANENT RATES

14

15 IS IT COMMONFOR ASSETS TO BE SOLD AT PRICES ABOVE BOOK VALUE

16 YES ASSETS ARE GENERALLY SOLD AT FAIR VALUE AS NEGOTIATED BY THE BUYER AND SELLER THE FAIR

17 VALUE OF ASSETS IS GENERALLY DIFFERENT THAN BOOK VALUE IF UTILITY EXPECTS TO PURCHASE

18 UTILITY ASSET FROM ANOTHER COMPANY IT MUST BE WILLING TO PAY THE FAIR VALUE AS DETERMINED

19 BY RIGOROUS ARMSLENGTH NEGOTIATIONS

20

21 WHAT CAUSES FAIR VALUE TO DIFFER FROM BOOKVALUE

22 THE BOOK VALUE OF AN ASSET IS JUST THE ORIGINAL COST LESS ACCUMULATED DEPRECIATION THE

23 SIMPLEST WAY TO CONCEPTUALLY DESCRIBE THE DIFFERENCE BETWEEN THE FAIR VALUE AND BOOK

14



VALUE OF ASSETS IS TO CONSIDER COMMONTECHNIQUE USED BY FINANCIAL EXPERTS TO DETERMINE

THE FAIR VALUE OF AN ASSET THAT TECHNIQUE IS CALLED THE DISCOUNTED CASH FLOW DCF

METHOD USING THE DCF METHOD AN ANALYST ESTIMATES OVER THE FUNCTIONAL LIFE OF THE ASSET

THE ANNUAL CASH INFLOWS AND ANNUAL CASH OUTFLOWS ATTRIBUTABLE TO THE OWNERSHIP AND

OPERATION OF THAT ASSET THAT IS THE ANALYST ESTIMATES ALL CASH REVENUES AND CASH

EXPENDITURES IT BELIEVES WILL OCCUR WHEN THE OWNER ENDEAVORS TO MAXIMIZE PROFITS FROM

THE USE OF THAT ASSET THE FAIR VALUE OF THE ASSET IS REPRESENTED BY THE DISCOUNTED NET

PRESENT VALUE OF THOSE ESTIMATES OF CASH REVENUES AND CASH EXPENDITURES USING THE AFTER

TAX DISCOUNT RATE OF THE COMPANY

10

11 IN THIS CASE WOULD THE OWNERS OF REDBUD HAVE SOLD THE FACILITY FOR LESS THAN FAIR

12 VALUE

13 NO THE OWNERS WOULD NOT HAVE BEEN MOTIVATED TO SELL THE REDBUD FACILITY FOR LESS THAN

14 FAIR VALUE IF THEY DID SO THE OWNERS WOULD RECEIVE LESS VALUE FOR THE FACILITY THAN EITHER

15 RETAINING THE ASSET FOR THEMSELVES OR SELLING IT AT FAIR VALUE TO ANOTHER INTERESTED BUYER

16

17 DID OGEUSE THE DCF APPROACH AS ONE TOOL FOR VALUING THE FACILITY

18 YES AS DESCRIBED IN THE TESTIMONY OF OGE WITNESS MR JOHN REED THE DCF MODEL

19 WAS ONE OF SEVERAL VALUATION TECHNIQUES EMPLOYED BY THE COMPANY IN NEGOTIATING THE

20 PURCHASE PRICE

15



SECTION RECOVERY RDER

PLEASE EXPLAIN THE PROPOSED RIDER FOR THE RECOVERY OF THE REVENUE REQUIREMENTS FOR

2009

OGE IS REQUESTING THE CURRENT RECOVERY THROUGH RIDER FOR THE REVENUE REQUIREMENTS

WHICH WILL RESULT FROM THE ACQUISITION OF 51 INTEREST IN THE FACILITY THESE REVENUES

WILL BE THE DIFFERENCE BETWEEN THE TOTAL OKLAHOMA JURISDICTIONAL REVENUE REQUIREMENT

INCLUDING OGE 51 INTEREST IN THE FACILITY AND THE TOTAL OKLAHOMA JURISDICTIONAL

REVENUE REQUIREMENT EXCLUDING OGE 51 INTEREST IN THE FACILITY THAT IS OGE IS

SEEKING CURRENT RECOVERY THROUGH THE RIDER FOR THE REVENUE REQUIREMENTS FOR EXPENSES

10 OTHER THAN FUEL EXPENSE AND RETURN ON INVESTMENT INCURRED DUE TO ITS INVESTMENT IN THE

11 FACILITY

12 OGE REQUESTS THE RECOVERY OF THESE REVENUE REQUIREMENTS THROUGH RIDER MECHANISM TO

13 BE DESCRIBED BY OGE WITNESS ROGER WALKINGSTICK OGE SEEKS RECOVERY OF THE

14 RIDER FOR THE PERIOD BEGINNING WITH THE DATE ENERGY IS PROVIDED FROM REDBUD TO OGES

15 CUSTOMERS AND ENDING WITH THE IMPLEMENTATION OF PERMANENT RATES ORDERED BY THE

16 COMMISSION UPON THE CONCLUSION OF OGES NEXT RATE CASE OGE EXPECTS THE RIDER TO

17 BE IN EFFECT FOR APPROXIMATELY ONE YEAR

18

19 WHAT IS THE AMOUNT OF REVENUE REQUIREMENTS FOR WHICH OGE SEEKS RECOVERY

20 OGE HAS CALCULATED THE ESTIMATED REVENUE REQUIREMENTS FOR THE TWELVE MONTHS OF 2009

21 THE TOTAL AMOUNT ALLOCATED TO OKLAHOMA JURISDICTIONAL CUSTOMERS FOR 2009 IS 754

THE RIDER WILL NOT BE DESIGNED TO COLLECT THE FUEL AND FUEL RELATED EXPENSES AUTHORIZED FOR RECOVERY THROUGH THE FUEL

COST ADJUSTMENT

WITH COMMISSION APPROVAL OGB ANTICIPATES CLOSING THE TRANSACTION IN 2008 FURTHER OGE EXPECTS TO FILE ITS

NEXT RATE CASE IN 2009 USING 2008 TEST YEAR
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MILLION THE REVENUE REQUIREMENTS WERE DETERMINED BASED ON AN ESTIMATE FOR THE COST OF

SERVICE FOR REDBUD ONCE OGE OWNSAND OPERATES THE UNIT ON BEHALF OF ITS CUSTOMERS

THE COST OF SERVICE FOR REDBUD COLLECTED THROUGH THE RIDER WOULD INCLUDE RETURN ON

REDBUDS RATE BASE INCLUDING TRANSACTION COSTS AMORTIZATION OF TRANSACTION COST

DEPRECIATION EXPENSE OPERATIONS AND MAINTENANCE EXPENSE OTHER THAN FUEL EXPENSE

RELATED STATE AND FEDERAL INCOME TAX EXPENSE AND OTHER TAX EXPENSE

WILL OGE INCUR ANY INVESTMENT IN TRANSMISSION PLANT WITH RESPECT TO THE REDBUD

ACQUISITION

10 IT IS POSSIBLE THAT OGE WILL NEED TO MAKE CERTAIN INVESTMENTS IN TRANSMISSION PLANT WITH

11 RESPECT TO REDBUD THOSE INVESTMENTS MAY INCLUDE CERTAIN UPGRADES AND MITIGATION

12 PROJECTS TO INCREASE IMPORT CAPABILITY IN ORDER TO RESOLVE POTENTIAL COMPETITIVE CONCERNS OF

13 THE FERC

14 OGEWITNESS PHILLIP CRISSUP ESTIMATES THAT THE COSTS FOR THESE PROJECTS COULD BE UP TO

15 170 MILLION HOWEVER OGE DOES NOT SEEK TO INCLUDE ANY POTENTIAL TRANSMISSION PLANT

16 INVESTMENTS IN THE REVENUE REQUIREMENTS FOR THE RIDER IF TRANSMISSION EXPENDITURES ARE

17 INCURRED THOSE INVESTMENTS WILL BE ADDRESSED IN OGES NEXT RATE CASE

18

19 DOES THE COLLECTION OF THE REVENUES THROUGH THE RIDER HELP PHASE IN RATE INCREASES FOR

20 OGES OKLAHOMA CUSTOMERS

21 YES OGE PLANS TO FILE RATE CASE IN 2009 BASED ON 2008 TEST YEAR THE REVENUE

22 REQUIREMENTS FOR THAT TEST YEAR WOULD NECESSARILY INCLUDE THE COST OF SERVICE FOR OUR

OGEWITNESS PHILLIP CRISSUP DISCUSSES THESE POTENTIAL TRANSMISSION PROJECTS IN HIS TESTIMONY FOR THESE

PROCEEDINGS
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PROPOSED INVESTMENT IN REDBUD WITH COMMISSION APPROVAL OF THE RIDER OGE IS ABLE

TO PHASE IN ITS RATE INCREASE OVER TWO YEARS INSTEAD OF ONE YEAR THAT IS OGE COULD

BEGIN COLLECTING THE REVENUE REQUIREMENTS FOR REDBUD IN 2009 INSTEAD OF AS PART OF

LARGER RATE INCREASE BEGINNING IN 2010 THE PHASE IN OF RATE INCREASES OVER THE 200920 10

TIME PERIOD HELPS CUSTOMERS AVOID THE SHOCK OF MORE SIGNIFICANT INCREASE IN 2010

DOES OGE BELIEVE THERE NEEDS TO BE TRUEUP OF THESE ESTIMATED REVENUE

REQUIREMENTS RECOVERED THROUGH THE RIDER

YES IT IS PRUDENT TO IMPLEMENT TRUEUP MECHANISM TO PROTECT THE CUSTOMERS AND

10 SHAREHOLDERS THE TRUEUP MECHANISM IS DESCRIBED IN THE TESTIMONY OF OGE WITNESS

11 ROGER WALKINGSTICK THE TRUEUP MECHANISM IS DESIGNED TO INSURE THAT COSTS COLLECTED

12 THROUGH THE RIDER WILL AGREE WITH THE ACTUAL REVENUE REQUIREMENTS FOR REDBUD AS

13 EXPLAINED BY MR WALKINGSTICK THE COMPANY WILL FILE TRUEUP REPORT IN MARCH 2010

14 THE COMMISSION STAFF AND REPRESENTATIVES OF THE OTHER PARTIES WILL BE ABLE TO REVIEW AND

15 AUDIT THE TRUEUP AT THAT TIME

16

17 IS IT POSSIBLE FOR THE RIDER TO BE IN EFFECT FOR MONTHS OTHER THAN THOSE FOR 2009

18 YES OGE IS SEEKING THE RIDER FOR THE FULL PERIOD OF TIME BEGINNING AFTER THE CLOSING OF

19 THE APA AND CONTEMPORANEOUSLY WITH REDBUD SUPPLYING ENERGY TO OUR CUSTOMERS AND

20 ENDING WITH THE IMPLEMENTATION OF PERMANENT RATES ORDERED BY THE COMMISSION UPON THE

21 CONCLUSION OF OGE NEXT RATE CASE IF THAT PERIOD BEGINS BEFORE JANUARY 2009 OR

22 ENDS LATER THAN DECEMBER 31 2009 OGE REQUESTS TO RECOVER THE REVENUE REQUIREMENTS
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FOR THOSE ADDITIONAL MONTHS TOO OGE SHALL USE THE SAME METHODOLOGY DESCRIBED ABOVE

TO CALCULATE REVENUES FOR RECOVERY THROUGH THE RIDER FOR ANY ADDITIONAL MONTHS

IN YOUR OPINION IS THE RELIEF REQUESTED FAIR JUST AND REASONABLE

YES

SECTION VI FINANCIAL ANALYSIS

IS THE RECOVERY OF THE REVENUE REQUIREMENTS FOR THE FACILITY IMPORTANT TO EARNINGS

AND THE FINANCIAL STATUS OF OGE
10 YES IN ORDER TO DEMONSTRATE THE SIGNIFICANCE OF OGES RECOVERING THE ADDITIONAL

11 REVENUES THROUGH THE RIDER IN 2009 AND SUBSEQUENTLY THROUGH ITS NEW PERMANENT RATES IN

12 2010 HAVE PERFORMED STANDARD FINANCIAL ANALYSIS UNDER SPECIFIC SCENARIOS OF CERTAIN

13 FORECASTED FINANCIAL RATIOS FOR OGE FOR 2009 THE YEAR IMMEDIATELY AFTER THE ACQUISITION

14 OF REDBUD AND BEFORE IMPLEMENTATION OF NEW PERMANENT RATES IN 2010 AND CERTAIN

15 FORECASTED FINANCIAL RATIOS FOR OGE FOR 2010 THE YEAR AFTER IMPLEMENTATION OF NEW

16 PERMANENT RATES IN 2010

17 FURTHER HAVE CALCULATED UNDER SPECIFIC SCENARIOS OGE FORECASTED REGULATORY

18 EARNINGS AND RETURN ON EQUITY FOR EACH OF 2009 AND 2010

19

20 IS IT IMPORTANT FOR OGETO MAINTAIN FINANCIAL RATIOS AT CERTAIN LEVELS

21 YES USUALLY THE BETTER FIRMS FINANCIAL RATIOS THE LOWER ITS DEBT COSTS LOWER DEBT

22 COSTS RESULT IN LOWER UTILITY RATES FOR OGE ELECTRIC CUSTOMERS AT MINIMUM OGE

ON PAGE 15 OF ORDER NO 524078 THE COMMISSION REQUIRED THAT OGE IS DIRECTED TO FILE GENERAL RATE

PROCEEDING IN TIME FRAME THAT WILL PERMIT THE COMMISSION TO ISSUE GENERAL RATE ORDER NOT LATER THAN DECEMBER 31
2009
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MUST MAINTAIN ITS FINANCIAL STATEMENTS SUCH THAT ITS DEBT IS CONSIDERED INVESTMENT GRADE IF

IT DOES NOT OGE DEBT COSTS WOULD BE SIGNIFICANTLY NEGATIVELY AFFECTED HOWEVER

EVEN IF THE COMPANYS DEBT REMAINS INVESTMENT GRADE ANY INCREMENTAL DECLINE IN THESE

FINANCIAL RATIOS WOULD ALMOST CERTAINLY INCREASE THE COST OF FUTURE DEBT

WHYDO NEGATIVE IMPACTS TO FINANCIAL RATIOS INCREASE DEBT COST

WHEN THE FINANCIAL RATIOS DISCUSSED HERE BECOME LESS FAVORABLE INVESTORS AND THE

FINANCIAL COMMUNITY PERCEIVE THE CASH FLOW OF THE COMPANY TO BE MORE RISKY THERE IS

DIRECT CAUSAL RELATIONSHIP BETWEEN INTEREST RATES AND RISK EVERYTHING ELSE CONSTANT AS

10 BUSINESS OR FINANCIAL RISK INCREASES SO DOES THE COMPANYS COST OF DEBT THIS CAUSAL

11 RELATIONSHIP EXISTS WHETHER COMPANY ISSUES JUNK BONDS OR IF ITS DEBT IS INVESTMENT

12 GRADE

13

14 WHAT DO YOU MEAN BY INVESTMENT GRADE

15 INITIALLY THE TERM INVESTMENT GRADE WAS USED BY REGULATORY AGENCIES TO IDENTIFY DEBT

16 SECURITIES ELIGIBLE FOR INVESTMENT BY FINANCIAL INSTITUTIONS SUCH AS BANKS INSURANCE

17 COMPANIES AND SAVINGS AND LOAN ASSOCIATIONS OVER TIME THIS TERM GAINED WIDESPREAD

18 USAGE THROUGHOUT THE INVESTMENT COMMUNITY FOR EXAMPLE ACCORDING TO STANDARD

19 POORS RATINGS SYSTEM DEBT SECURITIES RATED IN THE FOUR HIGHEST CATEGORIES OF AAA

20 AA BBB ARE RECOGNIZED AS BEING INVESTMENT GRADE DEBT SECURITIES RATED

21 BB OR BELOW GENERALLY ARE REFERRED TO AS SPECULATIVE GRADE SOMETIMES THE TERM

22 JUNK BOND IS USED FOR THIS CATEGORY OF MORE RISKY DEBT DEBT SECURITIES RATED BB
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CCC CC AND ARE REGARDED AS HAVING SPECULATIVE CHARACTERISTICS BB INDICATES

THE LEAST DEGREE OF SPECULATION AND THE HIGHEST

PLEASE IDENTIFY THE SCENARIOS FOR WHICH OGE HAS CALCULATED FORECASTED EARNINGS

AND FINANCIAL RATIOS

OGEHAS DETERMINED FORECASTED EARNINGS AND FINANCIAL RATIOS UNDER TWO SCENARIOS THE

FIRST SCENARIO ASSUMES THAT OGE IS GRANTED FULL RECOVERY OF THE REVENUE REQUIREMENTS

FOR THE FACILITY FOR THIS SCENARIO OGE ASSUMES THE REVENUE REQUIREMENTS ARE

RECOVERED FOR 2009 THROUGH THE PROPOSED RIDER AND FOR 2010 THROUGH THEN AUTHORIZED

10 PERMANENT RATES UNDER THIS SCENARIO OGE COULD PRUDENTLY PROCEED WITH THE

11 ACQUISITION OF REDBUD

12 THE SECOND SCENARIO ASSUMES THAT OGE IS NOT GRANTED RECOVERY OF THE REVENUE

13 REQUIREMENTS FOR THE FACILITY EITHER THROUGH THE RIDER IN 2009 OR THROUGH PERMANENT RATES

14 FOR 2010 PROCEEDING WITH THE TRANSACTION UNDER THESE CIRCUMSTANCES WOULD NOT BE

15 PRUDENT DECISION OF OGES MANAGEMENT HOWEVER THIS SCENARIO IS PROVIDED TO

16 DEMONSTRATE THE NEGATIVE IMPACT TO THE COMPANYSFINANCIAL RATIOS AND EARNINGS IF OGE

17 WERE TO ACQUIRE THE FACILITY WITHOUT THE REQUESTED RELIEF

18 IN ORDER TO COMPARE THESE TWO SCENARIOS FOR EACH OF 2009 AND 2010 THE COMPANY

19 CALCULATED FORECASTED EARNINGS AND FINANCIAL RATIOS FOR

20 REDBUD PURCHASE WITH FULL RIDER RECOVERY FOR 2009

21 REDBUD PURCHASE WITH FULL RECOVERY THROUGH RATES FOR 2010

22 REDBUD PURCHASE WITHOUT RIDER RECOVERY FOR 2009 AND

23 REDBUD PURCHASE WITHOUT RECOVERY THROUGH RATES FOR 2010
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WHAT FORECASTED RATIOS HAVE OGECALCULATED FOR EACH OF THE SCENARIOS ABOVE

THE COMPANY HAS CALCULATED THE ANNUAL FUNDS FROM OPERATIONS FF0 INTEREST

COVERAGE ANNUAL FF0 DEBT COVERAGE DEBTTOTAL CAPITAL RETURN ON EQUITY AND

THE REGULATORY RETURN ON EQUITY

HOWIS FINANCIAL RATIO ANALYSIS USED BY FINANCIAL EXPERTS

FINANCIAL RATIO ANALYSIS IS USED BY CREDIT RATING ORGANIZATIONS AND FINANCIAL ANALYSTS TO

MEASURE THE GENERAL FINANCIAL CONDITION AND CREDITWORTHINESS OF AN OBLIGOR OR THE

CREDITWORTHINESS OF AN OBLIGOR WITH RESPECT TO PARTICULAR DEBT SECURITY OR OTHER FINANCIAL

10 OBLIGATION SUPPLEMENTED BY OTHER RELEVANT RISK FACTORS SIMILARLY THESE ANALYSES CAN

11 PROVIDE VALUABLE INFORMATION FOR REGULATORY COMMISSIONS AS TO THE FINANCIAL VIABILITY OF

12 REGULATED UTILITIES AND THUS EXPECTATIONS FOR REGULATED UTILITYS FUTURE ABILITY TO PROVIDE

13 RELIABLE AND SUFFICIENT SERVICE AT JUST AND REASONABLE PRICES

14 IT ALSO ALLOWS REGULATORY COMMISSION TO UNDERSTAND THE RELATIONSHIP BETWEEN CAPITAL

15 COSTS AND THE REVENUES COLLECTED THROUGH UTILITY RATES THAT IS WHEN UTILITY IS NOT

16 ALLOWED TO RECOVER COSTS THROUGH ITS RATES THAT COMPANYS CASH FLOW AND EARNINGS ARE

17 NEGATIVELY IMPACTED WHEN COMPANYS CASH FLOW AND EARNINGS ARE NEGATIVELY IMPACTED

18 FINANCIAL RATIOS ARE DAMAGED AND THE COMPANYS CASH FLOW IS PERCEIVED MORE RISKY THUS

19 ITS DEBT COSTS AND COSTS OF EQUITY CAN INCREASE

FOR PURPOSES OF CALCULATING THIS STATISTIC THROUGHOUT THESE CALCULATIONS THE ANNUAL FF0 INTEREST COVERAGE CASH

FLOW FROMOPERATIONS EXCLUDING NET CHANGES TO WORKING CAPITAL PLUS INTEREST EXPENSE DIVIDED BY INTEREST EXPENSE

FOR PURPOSES OF CALCULATING THIS STATISTIC THROUGHOUT THESE CALCULATIONS THE ANNUAL FF0 DEBT COVERAGE CASH

FLOW FROMOPERATIONS EXCLUDING NET CHANGES TO WORKING CAPITAL DIVIDED BY AN ADJUSTED YEAREND DEBT BALANCE

FOR PURPOSES OF CALCULATING THIS STATISTIC THROUGHOUT THESE CALCULATIONS THE DEBTFFOTAL CAPITAL ADJUSTED YEAREND

DEBT BALANCE DIVIDED BY YEAREND TOTAL CAPITAL BALANCE

10
FOR PURPOSES OF CALCULATING THIS STATISTIC THROUGHOUT THESE CALCULATIONS THE RETURN ON EQUITY OPERATING INCOME

DIVIDED BY YEAREND COMMONEQUITY BALANCE
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IS THE USEFULNESS OF FINANCIAL RATIO ANALYSIS DEPENDENT ON THE QUALITY OF THE FINANCIAL

INFORMATION USED IN THE ANALYSIS

YES FIRMS PROFITABILITY FINANCIAL LEVERAGE AND CASH FLOW ARE IMPORTANT FACTORS FOR

DETERMINING ITS FINANCIAL VIABILITY AND CREDITWORTHINESS FINANCIAL RATIO ANALYSIS IS

TECHNIQUE OFTEN USED TO EVALUATE THESE FACTORS HOWEVER THE VALUE PLACED ON INFORMATION

DERIVED FROM FINANCIAL RATIO ANALYSIS IS STRICTLY DEPENDENT ON THE CREDIBILITY OF THE DATA

INPUT TO THE ANALYSIS ALSO FINANCIAL RATIO ANALYSIS DOES NOT TELL THE WHOLE STORY REGARDING

FIRMS FINANCIAL CONDITION THERE MAY BE RELEVANT QUALITATIVE FACTORS RELATED TO

MANAGEMENTS BUSINESS AND FINANCIAL PHILOSOPHY CORPORATE DIVERSIFICATION AND CORPORATE

10 STRUCTURE CONSIDERATIONS AND EXPOSURE TO LEGAL JUDGMENTS OR REGULATORY PENALTIES THERE

11 MAY BE OTHER RELEVANT QUANTITATIVE FACTORS OVERLOOKED IN THE ANALYSIS TOO

12 EVEN THOUGH FINANCIAL RATIOS ARE NOT THE ONLY INFORMATION CONSIDERED FOR THE MEASURE OF

13 COMPANYS RISK AND FINANCIAL VIABILITY ITS USE IS LESS SUBJECTIVE THAN MANY OTHER MEASURES

14 AND IS OFTEN THE MOST DOMINANT FACTOR CONSIDERED REGARDLESS OF OTHER FACTORS THERE IS

15 STRONG RELATIONSHIP BETWEEN FINANCIAL RATIOS AND CAPITAL COSTS AND ANALYSIS OF THEM CAN BE

16 PERFORMED IN ISOLATION OF THOSE QUALITATIVE FACTORS THIS IS THE CASE BECAUSE THOSE OTHER

17 FACTORS ARE LIKELY UNCHANGED AS RESULT OF RATEMAKING TREATMENT KEEP IN MIND HERE THAT

18 AM DEMONSTRATING THE IMPACT ON THE UTILITY FROM THE REGULATORY TREATMENT GRANTED IN THIS

19 PROCEEDING

20

21 IS FORECASTED INFORMATION USED IN RATIO ANALYSIS

22 YES IN CALCULATING CERTAIN OF THE RATIOS ANALYSTS USE FORECASTED CASH FLOW AND EARNINGS

23 DATA SPECIFICALLY FOR THE COMPANYS ANALYSIS HERE WE USED CASH FLOW AND EARNINGS
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ESTIMATES FOR 2009 AND 2010 DEVELOPED BY THE COMPANYS FINANCE GROUP IN CALCULATING

OTHER OF THE RATIOS ANALYSTS USE FORECASTED ASSET EQUITY AND DEBT BALANCES HERE THE

COMPANY USED FORECASTED ASSET EQUITY AND DEBT BALANCES ALSO FOR 2009 AND 2010 THE

FORECASTED FINANCIAL STATEMENTS USED AS BASIS FOR THESE ESTIMATES ARE DEVELOPED WITH

GREAT CARE BY THE COMPANY AND ARE SUBSEQUENTLY APPROVED BY OGES BOARD OF

DIRECTORS FURTHER THE FORECASTED FINANCIAL INFORMATION IS SUBSEQUENTLY USED BY THE

COMPANY TO HELP DETERMINE DIVIDEND POLICY AND TO PROVIDE INFORMATION TO RATINGS

AGENCIES THEREFORE THESE FINANCIAL RATIOS ARE SUPPORTED BY FINANCIAL INFORMATION CLOSELY

EXAMINED AND SCRUTINIZED BY OGE

10

11 COULD YOU PROVIDE AN EXAMPLE OF HOW COMPANYS BALANCE SHEET MAY NOT PROVIDE

12 ALL THE RELEVANT INFORMATION NEEDED TO VALUE ASSETS AND LIABILITIES IN THE ANALYSIS

13 COMPANYS DEBT BALANCE RECORDED IN ITS ACCOUNTING BOOKS MAY BE UNDERSTATED FROM NOT

14 INCLUDING OFFBALANCESHEET FINANCING THUS UNDERSTATING FINANCIAL LEVERAGE OFFBALANCE

15 SHEET FINANCING INCLUDES OBLIGATIONS SUCH AS OPERATING LEASES DEBT OF JOINT VENTURES AND

16 UNCONSOLIDATED SUBSIDIARIES GUARANTEES TAKEORPAY OR PREPAID GAS CONTRACTS AND

17 OBLIGATIONS RECEIVABLES THAT HAVE BEEN FACTORED OR OTHERWISE USED AS SECURITY FOR LOAN

18 AND CONTINGENT LIABILITIES SUCH AS POTENTIAL LEGAL JUDGMENTS OR LAWSUIT SETTLEMENTS WHEN

19 COMPANY USES MATERIAL AMOUNT OF OFFBALANCESHEET FINANCING THE ANALYSIS SHOULD

20 TAKE THESE FACTS INTO ACCOUNT BY ADJUSTING DEBT BALANCES TO INCLUDE IMPUTED DEBT
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PLEASE EXPLAIN WHY COMPANYS CASH FLOW IS IMPORTANT

LIKE FOR ALL CORPORATIONS OGES INTEREST AND PRINCIPAL PAYMENTS FOR DEBT CANNOT BE

PAID OUT OF ACCOUNTING EARNINGS INSTEAD THESE PAYMENTS HAVE TO BE MADE WITH CASH

ALTHOUGH THERE IS USUALLY STRONG RELATIONSHIP BETWEEN CASH FLOW AND PROFITABILITY BASED

ON ACCOUNTING EARNINGS MANY TRANSACTIONS AND ACCOUNTING ENTRIES AFFECT ONE AND NOT THE

OTHER ANALYSIS OF CASH FLOW PATTERNS CAN REVEAL LEVEL OF DEBTSERVICING CAPABILITY THAT IS

EITHER STRONGER OR WEAKER THAN MIGHT BE APPARENT FROM ANALYZING ACCOUNTING EARNINGS

CASH FLOW ANALYSIS IS THE MOST CRITICAL OF ALL FINANCIAL RATIO ANALYSIS IT TAKES EVEN MORE

IMPORTANCE FOR JUNK BOND ISSUERS WHILE COMPANIES WITH INVESTMENT GRADE RATINGS

10 GENERALLY HAVE CONVENIENT ACCESS ON REASONABLE TERMS TO EXTERNAL CASH TO COVER

11 TEMPORARY SHORTFALLS JUNK BOND ISSUERS LACK THIS DEGREE OF FLEXIBILITY AND HAVE FEWER

12 ALTERNATIVES ON REASONABLE TERMS TO INTERNALLY GENERATED CASH FOR SERVICING DEBT THAT

13 SAID SUSTAINED DECLINES IN CASH FLOW AFFECT THE RISK OF OTHERWISE HEALTHY COMPANIES AND

14 THEREFORE INCREASE DEBT COSTS TO CUSTOMERS

15

16 PLEASE DISCUSS HOWYOU ANALYZED THE COMPANYSCASH FLOW

17 EXAMINED THE CASH FLOW FOR OGEFOR THE FUTURE ANNUAL PERIODS OF 2009 AND 2010 UNDER

18 EACH SCENARIO CALCULATED TWO FINANCIAL RATIOS COMMONLY USED TO MEASURE ADEQUACY OF

19 CASH FLOW THAT IS CALCULATED THE FF0 INTEREST COVERAGE AND FF0 DEBT COVERAGE RATIOS

20 THE OBJECTIVE HERE AS FOR ALL MY FINANCIAL ANALYSIS HEREIN IS TO ESTIMATE THE NEGATIVE

21 IMPACT TO THE COMPANY FROM THE COMMISSION NOT ALLOWING CURRENT AND FULL RECOVERY FOR

22 THE REVENUE REQUIREMENTS FOR THE REDBUD ACQUISITION
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DID YOU ALSO CALCULATE FINANCIAL LEVERAGE RATIOS FOR EACH OF THE SCENARIOS FOR OGE

YES DID CALCULATED OGES DEBTTOTAL CAPITAL RATIO FOR THE FUTURE ANNUAL PERIODS OF

2009 AND 2010 UNDER EACH SCENARIO THE COMMISSION WILL SEE BELOW THAT THESE PARTICULAR

RATIOS ARE NOT AFFECTED TO THE SAME EXTENT AS THE CASH FLOW AND EARNINGS RATIOS

IS COMPANYSRETURN ON EQUITY AN IMPORTANT RATIO FOR FINANCIAL ANALYSIS

YES EARNINGS POTENTIAL IS CRITICAL DETERMINANT OF CREDIT PROTECTION UTILITY THAT

GENERATES HIGHER OPERATING MARGINS AND RETURNS ON EQUITY HAS GREATER ABILITY TO GENERATE

EQUITY CAPITAL INTERNALLY ATTRACT CAPITAL EXTERNALLY AND WITHSTAND BUSINESS ADVERSITY

10 EARNINGS POWER ULTIMATELY ATTESTS TO THE VALUE OF THE FIRMS ASSETS AND INFLUENCES ITS STOCK

11 PRICE

12

13 DID YOU CALCULATE THE RETURN ON EQUITY FOR EACH OF THE SCENARIOS FOR OGE
14 YES EXAMINED THE RETURN ON EQUITY FOR OGE FOR THE FUTURE ANNUAL PERIODS OF 2009 AND

15 2010 UNDER EACH SCENARIO

16

17 DID YOU CALCULATE REGULATORY RETURN ON EQUITY FOR OGE FOR EACH OF THE

18 SCENARIOS

19 YES THE CALCULATION OF RETURN ON EQUITY FOR REGULATORY PURPOSES SHOULD ONLY CONSIDER

20 THOSE REVENUES EXPENSES SALES VOLUMES INVESTMENTS AND CAPITAL OF OGE USED FOR

21 PROVIDING ELECTRIC UTILITY SERVICE TO ITS CUSTOMERS REFER TO THE CALCULATION OF RETURN ON

22 EQUITY FOR REGULATORY PURPOSES AS THE REGULATORY RETURN ON EQUITY OGES REVENUES

23 EXPENSES AND CAPITAL USED FOR UNREGULATED PURPOSES ARE EXCLUDED FORM THIS RATIO IN
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OGE MOST RECENT RATE CASE IT WAS AUTHORIZED TO EARN REGULATORY RETURN ON EQUITY

OF 1075

PLEASE SUMMARIZE THE SPECIFIC SCENARIOS USED TO DEMONSTRATE THE IMPORTANCE OF THE

FINANCIAL RELIEF SOUGHT FROM THE COMMISSION

THE FORECASTED ANALYSIS FOR 2009 WAS CONDUCTED UNDER TWO ASSUMPTIONS ONE SCENARIO

FOR 2009 INCLUDES RECOVERY OF THE REVENUE REQUIREMENTS THROUGH THE PROPOSED RIDER AND

THE OTHER DOES NOT THE FORECASTED ANALYSIS FOR 2010 WAS ALSO CONDUCTED UNDER TWO

ASSUMPTIONS ONE SCENARIO FOR 2010 INCLUDES RECOVERY OF THE REVENUE REQUIREMENTS

10 THROUGH PERMANENT RATES AND THE OTHER DOES NOT BECAUSE OGES NEXT RATE CASE IS

11 SCHEDULED FOR 2009 PERMANENT RATES INCLUDING THE FACILITY ARE EXPECTED TO BE

12 IMPLEMENTED BY 2010 BASED ON 2008 TEST YEAR

13 COMPARING THESE TWO SCENARIOS OGE IS ABLE TO DEMONSTRATE TO THE COMMISSION THE

14 NEGATIVE IMPACT TO ITS FINANCIAL RATIOS AND EARNINGS FROM THE COMPANY NOT RECEIVING THE

15 REVENUE REQUIREMENTS FOR THE FACILITY EITHER THROUGH THE RIDER FOR 2009 OR

16 PERMANENT RATES FOR 2010

17

18 PLEASE PROVIDE THE RESULTS OF YOUR ANALYSIS FOR THE TWO SCENARIOS FOR 2009

19 IN CHART PRESENT THE RESULTS FOR THE ANALYSIS OF FINANCIAL RATIOS RETURN ON EQUITY AND

20 REGULATORY RETURN ON EQUITY FOR 2009 UNDER EACH SCENARIO THE CHART ALSO SHOWS THE

21 PERCENTAGE CHANGE IN THE RESULTS UNDER THE TWO SCENARIOS
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CHART

2009

FF0 REGULATORY

INTEREST FF0 DEBT DEBTTOTAL RETURN ON RETURN ON

COVERAGE COVERAGE CAPITAL EQUITY EQUITY

WLRIDER

W0 RIDER

CHANGE

PLEASE DISCUSS THE CHANGE IN THESE RATIOS FROM ONE SCENARIO TO THE OTHER FOR 2009

THE CONRNFISSION CAN SEE THAT OGES CASH FLOW LEVERAGE AND EARNINGS RATIOS ERODE IF

OGE DOES NOT RECOVER THE REVENUE REQUIREMENTS FOR THE REDBUD FACILITY THROUGH THE

RIDER FOR 2009 IN TERMS OF THE CASH FLOW COVERAGE RATIOS THE FF0INTEREST AND FF0DEBT

RATIOS DECREASE AND RESPECTIVELY OGES DEBT AS PERCENTAGE OF TOTAL

CAPITAL INCREASES BY THESE CHANGES IN THE CASH FLOW AND LEVERAGE RATIOS ALL

REPRESENT WEAKENING OF THE COMPANYS CREDIT METRICS AND THUS AN INCREASE IN FINANCIAL

RISK

10 THERE IS EVEN MORE SIGNIFICANT NEGATIVE IMPACT TO OGES RETURN ON EQUITY AND

11 REGULATORY RETURN ON EQUITY FOR 2009 OGES RETURN ON EQUITY AND REGULATORY RETURN

12 ON EQUITY FOR 2009 DECREASE TO AND RESPECTIVELY THE REGULATORY RETURN ON

13 EQUITY HERE IS SIGNIFICANTLY BELOW OGES CURRENTLY AUTHORIZED RATE OF 1075

14 FURTHERMORE THESE DECREASED LEVELS OF RETURN ON EQUITY AND REGULATORY RETURN ON EQUITY

15 REPRESENT DECLINES OF AND RESPECTIVELY RELATIVE TO THOSE EARNINGS LEVELS

16 OGE COULD ACHIEVE WITH RECOVERY OF THE REVENUE REQUIREMENTS FOR REDBUD THROUGH THE

17 RIDER
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PLEASE PROVIDE THE RESULTS OF YOUR ANALYSIS FOR THE TWO SCENARIOS FOR 2010

IN CHART PRESENT THE RESULTS FOR THE ANALYSIS OF FINANCIAL RATIOS RETURN ON EQUITY AND

REGULATORY RETURN ON EQUITY FOR 2010 UNDER EACH SCENARIO THE CHART ALSO SHOWS THE

PERCENTAGE CHANGE IN THE RESULTS UNDER THE TWO SCENARIOS

CHART3

2010

FF0 REGULATORY

INTEREST FF0 DEBT DEBTTOTAL RETURN ON RETURN ON

COVERAGE COVERAGE CAPITAL EQUITY EQUITY

WIRATE RELIEF

WORATE RELIEF

CHANGE

PLEASE DISCUSS THE CHANGE IN THESE RATIOS FROM ONE SCENARIO TO THE OTHER FOR 2010

SIMILARLY AS FOR 2009 THE COMMISSION CAN SEE THAT OGES CASH FLOW LEVERAGE AND

EARNINGS RATIOS ERODE IF OGE DOES NOT RECOVER THE REVENUE REQUIREMENTS FOR THE REDBUD

10 FACILITY THROUGH PERMANENT RATES FOR 2010

11 IN TERMS OF THE CASH FLOW COVERAGE RATIOS THE FF0INTEREST AND FF0DEBT RATIOS DECREASE

12 AND RESPECTIVELY 0GE DEBT AS PERCENTAGE OF TOTAL CAPITAL INCREASES

13 BY THESE CHANGES IN THE CASH FLOW AND LEVERAGE RATIOS ALL REPRESENT CONTINUATION

14 OF OGE WEAKENED CREDIT METRICS AND INCREASE IN FINANCIAL RISK

15 AS FOR 2009 THERE IS SIGNIFICANT NEGATIVE IMPACT TO OGES RETURN ON EQUITY AND

16 REGULATORY RETURN ON EQUITY FOR 2010 OGES RETURN ON EQUITY AND REGULATORY RETURN

17 ON EQUITY FOR 2010 DECREASE TO AND RESPECTIVELY FURTHERMORE THESE

18 DECREASED LEVELS OF RETURN ON EQUITY AND REGULATORY RETURN ON EQUITY REPRESENT DECLINES
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OF AND RESPECTIVELY RELATIVE TO THOSE EARNINGS LEVELS OGECOULD ACHIEVE

WITH RECOVERY OF THE REVENUE REQUIREMENTS FOR REDBUD THROUGH PERMANENT RATES

IF THE COMMISSION DENIES RECOVERY FOR REDBUDS REVENUE REQUIREMENTS THROUGH THE

RIDER AND PERMANENT RATES SHOULD OGE PROCEED WITH THE ACQUISITION OF THE

FACILITY

NO GIVEN THE SUBSTANTIAL NEGATIVE IMPACT TO OGES FORECASTED CASH FLOW AND EARNINGS

FOR 2009 AND 2010 THE COMPANY SHOULD NOT PROCEED WITH THE ACQUISITION OF REDBUD

WITHOUT BEING GRANTED ITS REQUESTED RELIEF

10

11 IF THE COMMISSION DENIES RECOVERY FOR REDBUDS REVENUE REQUIREMENTS THROUGH THE

12 RIDER AND PERMANENT RATES DOES THAT FINDING IMPACT OGES BUSINESS RISK

13 YES IF THE COMMISSION DENIES RECOVERY FOR THE REVENUE REQUIREMENTS THROUGH THE RIDER

14 AND SUBSEQUENTLY THROUGH PERMANENT RATES INVESTORS AND CREDIT RATINGS AGENCIES WOULD

15 ATTRIBUTE GREATER DEGREE OF BUSINESS RISK TO OGE RISK PROFILE THAT MEANS THAT

16 POTENTIAL INVESTORS IN OGES SECURITIES WOULD CONSIDER COST RECOVERY RISKS FOR FUTURE

17 COMPANY INVESTMENTS THEREFORE EVEN THOUGH OGE WOULD NOT PROCEED WITH THE

18 ACQUISITION OF REDBUD UNDER THOSE CIRCUMSTANCES CAPITAL COSTS FOR THE COMPANYS

19 EXPENDITURES FOR ITS 6YEAR CONSTRUCTION INITIATIVE COULD BE GREATER BECAUSE OF THE

20 INCREMENTAL BUSINESS RISK
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HOW WOULD OGE LIKELY FILL CAPACITY REQUIREMENTS ABSENT APPROVAL OF THE RELIEF

SOUGHT HERE

IF OGE DID NOT INVEST IN REDBUD MOST LIKELY THE COMPANY WOULD ENTER PURCHASE POWER

AGREEMENTS PPA FOR ITS NEAR TERM REQUIREMENTS

HOWWOULDUSING PPAS AFFECT OGES FINANCIAL STANDING

THE COMPANYSFINANCIAL METRICS AS DETERMINED BY SP WOULD INCLUDE AN IMPUTATION OF

DEBT ATTRIBUTABLE TO THE PPA THE EFFECT OF THAT IMPUTATION OF DEBT WOULD BE TO CAUSE

DETERIORATION OF THE COMPANYS CASH FLOW AND LEVERAGE RATIOS THE NEGATIVE IMPACT TO THE

10 CASH FLOW RATIOS WOULD HAVE AN ADDITIONAL INCREMENTAL INCREASE IN DEBT COSTS BEYOND THAT

11 INCREASE CAUSED BY THE FINANCIAL COMMUNITYS PERCEPTION OF GREATER REGULATORY AND

12 BUSINESS RISK

13

14 SECTION VII FINANCIAL COMMUNITY RESPONSE

15 IF OGEACQUIRES REDBUD WILL THE FINANCIAL COMMUNITY BE CONCERNED WITH WHETHER

16 OGERECEIVES ADEQUATE RELIEF FROM THE COMMISSION

17 YES DEBT AND EQUITY INVESTORS THAT CURRENTLY INVEST IN OGES DEBT AND EQUITY

18 RESPECTIVELY ARE CONCERNED WITH THE CASH FLOW AND EARNINGS OF THE COMPANY FURTHER

19 DEBT AND EQUITY INVESTORS CONSIDERING AN INVESTMENT ALSO EVALUATE OGES FINANCIAL

20 METRICS IN MAKING AN INVESTMENT DECISION

21 FOR INVESTORS IN ELECTRIC UTILITY SECURITIES IT IS EXTREMELY IMPORTANT THAT THE UTILITY RECEIVE

22 RECOVERY THROUGH ITS RATES FOR PRUDENT INVESTMENTS AND EXPENSES INCURRED TO PROVIDE

23 SERVICE TO ITS CUSTOMERS IF OGE DOES NOT RECEIVE TIMELY RECOVERY FOR ALL COSTS INCURRED
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TO PURCHASE AND OPERATE REDBUD WE HAVE DEMONSTRATED THAT THE COMPANYS EARNINGS

DEBT LEVERAGE AND CASH FLOW CAN BE NEGATIVELY AFFECTED UNDER THOSE CIRCUMSTANCES

CURRENT INVESTORS INVESTMENTS IN OGEENERGYS STOCK AND PUBLICLY TRADED DEBT SHOULD

LOSE VALUE AND NEW INVESTORS RETURN REQUIREMENTS FOR AN INVESTMENT IN THE COMPANYS

SECURITIES WILL INCREASE IT FOLLOWS THAT OGE CURRENT AND INCREMENTAL COST OF DEBT AND

EQUITY CAPITAL INCREASES REQUIRING ITS RETURN ON RATE BASE TO BE HIGHER FOR CUSTOMERS

IF OGE IS NOT GRANTED SUFFICIENT RELIEF TO GO FORWARD WITH THE PURCHASE OF REDBUD

DOES THAT IMPACT THE FINANCIAL COMMUNITYS OUTLOOK FOR OGES 6YEAR CONSTRUCTION

10 INITIATIVE

11 YES INSUFFICIENT RELIEF FOR OGES INVESTMENT IN REDBUD WOULD CREATE CONCERNS AS TO

12 WHETHER THE OTHER INVESTMENTS OGE PLANS TO UNDERTAKE WILL BE ADEQUATELY FUNDED

13 THROUGH UTILITY RATES AS RESULT CURRENT AND PROSPECTIVE INVESTORS AND CREDITORS OF

14 OGE COULD REQUIRE GREATER RETURN ON INVESTMENTS IN OGES SECURITIES AND OTHER DEBT

15 INSTRUMENTS SUBSEQUENTLY UTILITY RATES WOULD NEED TO BE INCREASED TO COVER GREATER

16 CAPITAL COSTS

17

18 DOES THE BUSINESS RISK FOR OGE INCREASE WHEN IT IS NOT ALLOWED TO RECOVER MATERIAL

19 INVESTMENTS THROUGH RATES

20 YES WE HAVE DEMONSTRATED THAT THE FINANCIAL RATIOS AND EARNINGS OF OGE CAN BE

21 DECREASED WHEN SUFFICIENT RATE RELIEF IS NOT GRANTED HOWEVER WHEN MATERIAL INVESTMENTS

22 AND RELATED OPERATING EXPENSES ARE NOT ALLOWED RECOVERY THROUGH UTILITY RATES THE RATINGS

23 AGENCIES AND FINANCIAL COMMUNITY ATTRIBUTE GREATER DEGREE OF BUSINESS RISK TO THE UTILITY
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THEREFORE IF OGE IS NOT ALLOWED RECOVERY OF THE REDBUD INVESTMENT THROUGH THE RIDER

AND SUBSEQUENTLY THROUGH PERMANENT RATES INVESTORS AND RATING AGENCIES WILL ATTRIBUTE

GREATER RISK TO AN INVESTMENT IN THE COMPANYS SECURITIES THUS CAUSING FURTHER INCREASES

IN CAPITAL COSTS

CONCERNING YOUR DISCUSSION OF THE FINANCIAL COMMUNITYS PERCEPTION OF BUSINESS

RISK HAS THE FINANCIAL COMMUNITY EXPRESSED CONCERN REGARDING THE CURRENT

REGULATORY ENVIRONMENT IN OKLAHOMA

YES

10

11 PLEASE EXPLAIN

12 LEHMAN BROTHERS EQUITY ANALYST DAN FORD STATED IN RESEARCH REPORT ON AMERICAN

13 ELECTRIC POWERPUBLIC SERVICE COMPANY OF OKLAHOMA ISSUED ON OCTOBER 10 2007

14 ALTHOUGH THE RECENT DENIAL OF THE RED ROCK PLANT IS LIKELY TO REDUCE THE OVERALL CAPITAL

15 SPENT IN OKLAHOMA BY AEP IN THE NEAR FUTURE WE REMAIN INTERESTED IN SEEING MORE STATES

16 ADOPT MORE FLEXIBLE ENHANCED RECOVERY PROGRAMS TO ACCOUNT FOR THE INCREASE IN CAPITAL

17 SPENDING THAT IS ALREADY TAKING PLACE AND TO REDUCE REGULATORY LAG IN FUTURE YEARS THE

18 COMBINATION OF THIS RULING ALONG WITH THE DENIAL OF THE RED ROCK PLANT WE BELIEVE IS

19 INDICATIVE OF MORE CHALLENGING REGULATORY ENVIRONMENT IN OKLAHOMA EVEN THOUGH

20 THIS PARTICULAR QUOTE RELATES TO AEP ANY PERCEPTION OF MORE CHALLENGING REGULATORY

21 ENVIRONMENT IN OKLAHOMA WOULD AFFECT ALL OKLAHOMAUTILITIES
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IS LEHMANS DAN FORD REPUTABLE ELECTRIC UTILITY ANALYST

YES DAN FORD HAS BEEN IN THE BUSINESS FOR MANY YEARS AND IS ONE OF THE MOST WELL

RESPECTED ELECTRIC UTILITY ANALYSTS

HAS THE COMPANY RECEIVED ADDITIONAL CONCERNS

YES OGES MANAGEMENTMET WITH MOODYS INVESTORS SERVICE MOODYSSTANDARD

AND POORS SP AND FITCH RATINGS FITCH IN NEW YORK CITY ON MARCH 56 2008

AS PART OF THE COMPANYS ANNUAL RATING REVIEW DURING THE FITCH MEETING FITCH

ANALYSTS EXPRESSED CONCERN OVER THE POSSIBILITY OF AN ADVERSE REGULATORY ENVIRONMENT IN

10 OKLAHOMABASED ON THE RED ROCK DECISION

11 AS RESULT OF THAT DECISION FITCH AND THE OTHER RATINGS AGENCIES ARE CLOSELY OBSERVING THE

12 COMMISSIONS CONCLUSIONS CONCERNING THE RELIEF SOUGHT FOR REDBUD AND OGES NEXT

13 GENERAL RATE CASE REPRESENTATIVES OF FITCH MOODYS AND SP EACH SPECIFICALLY INDICATED

14 THAT THESE UPCOMING PROCEEDINGS WERE VERY IMPORTANT AND THE OUTCOME COULD IMPACT

15 OGES CREDIT RATINGS WHICH WOULD INCREASE THE COST FOR THE COMPANYS LARGE CAPITAL

16 SPENDING PROGRAM

17

18 DO THE RATING AGENCIES UTILIZE THE SAME METHODOLOGY TO DETERMINE THESE CREDIT

19 RATINGS

20 NO HOWEVER THE VARIOUS RATING AGENCY RATIO CALCULATIONS WILL BE DIRECTLY AND SIMILARLY

21 AFFECTED BY THE RELIEF GRANTED IN THIS CASE OR THE FUTURE RATE CASE

22 THE COMMISSIONS FOCUS OF MY ANALYSIS SHOULD NOT BE ON HOW THE CALCULATIONS COMPARE

23 TO EACH OF THE RATING AGENCIES INSTEAD THE COMMISSIONS FOCUS SHOULD BE ON THE
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INCREMENTAL IMPACT TO THESE RATIOS FROM NOT RECEIVING SUFFICIENT RECOVERY INITIALLY THROUGH

THE RIDER AND SUBSEQUENTLY THROUGH PERMANENT RATES FOR THE REVENUE REQUIREMENTS FOR THE

COMPANYS INVESTMENT IN REDBUD

WHICH DEBT SECURITIES ARE AFFECTED IF OGERECEIVES DOWNGRADESFROM CREDIT RATING

AGENCIES

ESSENTIALLY ALL TYPES OF OGES DEBT INSTRUMENTS INCLUDING LONGTERM DEBT ASSOCIATED

WITH THE 6YEAR CONSTRUCTION INITIATIVE THE COMPANYSOUTSTANDING VARIABLE RATE INDUSTRIAL

AUTHORITY BONDS AND SHORTTERM DEBT

10

11 WOULD THERE BE ANY OTHER IMPACTS

12 YES AS MENTIONED ABOVE CREDIT RATING DOWNGRADE NEGATIVELY IMPACTS THE EQUITY

13 MARKET BECAUSE WHEN COMPANY IS VIEWED BY EQUITY INVESTORS AS MORE RISKY THEY

14 REQUIRE HIGHER RETURN ON THEIR INVESTMENT THIS COMPENSATION NORMALLY OCCURS IN THE

15 FORM OF LOWER STOCK PRICE WHICH FORCES MORE SHARES TO BE ISSUED FOR CAPITAL PROJECTS

16 THEREBY FURTHER DILUTING EARNINGS THIS IS AN ILLUSTRATION OF HOW CREDIT RATING DOWNGRADES

17 CAN BECOME DANGEROUS DOWNWARDFINANCIAL SPIRAL

18

19 SECTION VIII REGULATORY TREATMENT

20 IS THE RATE MAKING RELIEF REQUESTED IN THIS CASE CONSISTENT WITH THE OVERALL OBJECTIVE

21 OF RATE REGULATION

22 YES AS PART OF THE REGULATORY COMPACT BETWEEN THE COMPANY AND ITS CUSTOMERS

23 REGULATED UTILITY MUST BE ENTITLED TO AN OPPORTUNITY TO EARN FAIR RETURN ON ITS PRUDENT
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UTILITY INVESTMENTS IN ORDER TO HAVE THIS OPPORTUNITY UTILITY MUST BE GIVEN THE

OPPORTUNITY TO RECOVER ALL COSTS PRUDENTLY INCURRED IN THAT VEIN WE BELIEVE THE

COMMISSION SHOULD FIND THAT OUR PENDING INVESTMENT IN REDBUD IS PRUDENT AND THAT THE

FACILITY IS USED AND USEFUL UPON THOSE FINDINGS IT IS EQUITABLE FOR THE COMMISSION TO

GRANT THE PROPOSED METHODOLOGY FOR RECOVERY OF REDBUDS REVENUE REQUIREMENTS

HAS THE COMMISSION APPROVED RECOVERY RIDERS IN CONJUNCTION WITH THE PREAPPROVAL

OF CONSTRUCTION PROJECTS

YES THE MOST RECENT IS THE CENTENNIAL WIND ENERGY PROJECT RIDER SUBSEQUENT TO THE

10 COMMISSION ISSUING OGES LAST GENERAL RATE REVIEW ORDER THE COMPANY DEVELOPED

11 WIND PROJECT THAT WOULD BENEFIT OUR CUSTOMERS OGENEEDED RIDER TO RECOVER FINANCING

12 COSTS DEPRECIATION EXPENSE AND OPERATING EXPENSES IN ORDER TO MOVE FORWARD WITH THE

13 PROJECT THE COMMISSION ISSUED AN ORDER PREAPPROVING THE CONSTRUCTION OF THE WIND

14 PROJECT AND THE RECOVERY RIDER THE CENTENNIAL RIDER ALLOWED THE COMPANY TO MITIGATE

15 REGULATORY LAG AND TO MOVE FORWARD WITH RENEWABLE ENERGY PROJECT THAT WILL BENEFIT

16 CUSTOMERS FOR MANY YEARS

17

18 IS THERE ANOTHER RECENT EXAMPLE OF COMMISSION AUTHORIZED RIDER

19 PRIOR TO THE APPROVAL OF THE CENTENNIAL RIDER OGES SECURITY RIDER WAS APPROVED BY

20 THE COMMISSION IN THE COMMISSION ORDER APPROVING THE RIDER OGE WAS ALLOWED TO

21 RECOVER THE COSTS FOR SPECIFIC SECURITY PROJECTS ASSOCIATED WITH THE COMPANYSHOMELAND

22 SECURITY AND CRITICAL INFRASTRUCTURE PLAN AS PROJECTS WERE COMPLETED THUS MITIGATING

23 REGULATORY LAG
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DOES THE PROPOSED RIDER HELP OGE OFFSET REGULATORY LAG WITH RESPECT TO THE

REVENUE REQUIREMENTS FOR 2009 CAUSED BY THE ACQUISITION OF REDBUD

YES

WOULD YOU PROVIDE AN EXAMPLE OF THE COMMISSION MITIGATING REGULATORY LAG IN

ANOTHER PROCEEDING

COMMISSION ORDER NO 470044 AUTHORIZED OGE TO ESTABLISH 12MONTH REGULATORY

ASSET WHEN IT ACQUIRED THE MCCLAIN POWER PLANT THE COMMISSION ALLOWED OGE TO

ACCUMULATE REGULATORY ASSET CONSISTING OF NONFUEL OPERATION AND MAINTENANCE EXPENSES

10 DEPRECIATION EXPENSE DEBT COSTS AND AD VALOREM TAXES THE ORDER HELPED MITIGATE

11 REGULATORY LAG AND THE EFFECT ON THE COMPANYS EARNINGS UNTIL RATE CASE COULD BE

12 PROCESSED AND NEW RATES ESTABLISHED AND IMPLEMENTED THAT DECISION HELPED PROVIDE

13 OGE THE OPPORTUNITY TO EARN FAIR RETURN

14 EVEN THOUGH THE REGULATORY ASSET HELPED MITIGATE REGULATORY LAG IT DID NOT FULLY

15 COMPENSATE THE COMPANY FOR CASH FLOW OR EARNINGS AS THE COSTS WERE INCURRED OR THE TIME

16 VALUE OF MONEY DURING COLLECTION OF THE EXPENDITURES AS AMORTIZED INTO RATES THAT IS

17 OGE WAS REQUIRED TO DEFER THE COSTS WITHOUT RECEIVING FULL RATE OF RETURN

18 COMPONENT AND AMORTIZE THE REGULATORY ASSET WITHOUT FULL RATE BASE INCLUSION OF THE

19 REGULATORY ASSET

20 IN CONTRAST HERE OGE IS SEEKING RIDER TO PROVIDE SUFFICIENT CASH FLOW AND EARNINGS

21 AND TO ELIMINATE REGULATORY LAG DURING 2009
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WHAT REGULATORY TREATMENT DOES THE COMPANY REQUIRE TO CLOSE THE REDBUD

TRANSACTION

FOR THE REASONS DISCUSSED BY OGES WITNESSES BEFORE THE COMPANY PROCEEDS WITH THE

REDBUD ACQUISITION WE NEED TO HAVE CERTAINTY THE COMMISSION AGREES THAT OUR INVESTMENT

IS PRUDENT AND THE RELIEF REQUESTED IN THIS APPLICATION IS AUTHORIZED

DOES THAT COMPLETE YOUR TESTIMONY

YES IT DOES
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